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KEY ECONOMIC INDICATORS: GERMANY Exchange rate as of Nov. 19, 1976 
U.S. $1.00 = DIM 2.4179 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM billion) 6/76 
Private Consumption 
Government Consumption 
Fixed Investment 
GNP at 1962 prices (DM billion) 6/76 
GNP Price Deflator 6/76 
Per capita GNP, current prices (DM) 6/76 
Disposable Income (IM billion) 6/76 
Savings as % disposable income 6/76 
Employment (1,000s)of wage and salary earners, 
industrial 8/76 
Unemployment Rate 3/ 10/76 
Productivity Gain 4/ 6/76 
Indices: 
New Industrial Orders,Value (1970=100),9/76 
Industrial Production (1970=100), 9/76 
Retail Sales, Value (1970=100), 7/76 
Wholesale Prices (1962=100) 9/76 
Industrial Wages per employee (1970=100) 8/76 
Cost of Living (1970=100), 10/76 
Industrial Prices (1970=100), 9/76 
MONEY 
Money Supply (Mj; DM billion)*, 9/76 
Domestic Credit Outstanding (DM billion)*, 9/76 
Federal Debt Outstanding,Domestic ne billion)*, 
9/7 
Annual Federal Debt Service (DM billion) 
External Debt (DM billion)*, 9/74 
Interest Rate, Central Bank *, 11/76 
Interest Rate, Comm'l bank medium-term *,10/76 
BALANCE OF PAYMENTS AND TRADE 
Gold and Foreign Exchange Reserves (IM billion)*, 


10/76 81.2 84.5 3 +4.1 419.3 
Balance of Payments (Basic Balance,DM bill.)9/76 _+19. -7.1 “ ~ ~ 
Balance of Trade (DM billion) 9/76 +5).8 +37. +2h,. - - 
Exports, FOB (DM billion) 9/76 230.6 ots Tae 3.9 __+15.7 
U.S. Share (DM billion) 9/76 i. ol 10.5 —2h.3 +ibe 
Imports, CIF (DM billion) 9/76 : 179.7____18h.3 2.2 +2,.6 +21. 
U.S. Share (DM billion) 9/76 .O of a2. +1. +21.2 
Main Exports to U.S.(Jan-Sep 76; $ mill): motor vehicles 1,491; machinery 817; chemicals 
567; electrical equipment 245; optical products 143. 
Main Imports from'U.S.(Jan-Sep 76; $ mill): chemicals 706; machinery 643; defense items 
; electrical equipment 482; edible fats and oils ; grains 360. 
as Preliminary. Y Cumulative through latest date shown, except for items marked *. 
2/ 1976 through latest date shown over the same period in 1975, except for items marked *. 
3/ As percent of labor force. 4/ Increase in real domestic product per working hour. 
‘Note: Items marked * are as of year end 1974 and 1975, and as of latest month shown for 


eones {™ percentage changes indicate changes of latest date shown over comparable date 
in : 





SUMMARY 


The recovery from the recession which began in the second 
quarter of 1975 gradually decelerated this year to the 
point that by the third quarter growth came to a virtual 
Standstill. Not only is the pause much more pronounced 
than in the U.S., but the quarterly growth rates since the 
beginning of the year have also lagged markedly behind 
those in our country. Recent data and past cyclical pat- 
terns suggest a pickup in the fourth quarter, although it 
Will probably not be sufficient to bring 1976's real GNP 
growth up.to the widely forecast 6 percent. 


Forecasts for the next year's real GNP growth range between 
3 and 6 percent. The more optimistic ones are based on 
Strong performances by the export and investment sectors 

-- both assumptions not altogether free of uncertainty. 
Official policy concentration on stability seems likely 

to continue. Tax increases, budget austerity and a slow- 


down in monetary growth are presently envisaged for 1977. 


Over the course of the past six months inflation has moder- 
ated considerably and is currently below 4 percent. Food 
price stability has played a heavy role in this development. 
For next year the economic research institutes see a 4.5 per- 
cent rise in prices, although there are those, e.g., the 
Bundesbank, who feel the goal should be set under 4 percent. 


Improvement in the unemployment situation has been very 
Slow this year; in October the (seasonally adjusted) job- 
less rate was 4.6 percent as compared with a 4.7 percent 

in January. Nonseasonally adjusted unemployment could rise 
to 1.1 to 1.2 million early next year. 


German imports from the U.S. have jumped significantly 
this year, but the 20+ percent growth rate does not seem 
likely to be maintained in 1977. The trade balance will 
be favorable this year, but the recent data shows a swing 
in the reverse direction. The 40 percent cumulative U.S. 
Share of total foreign direct investment in Germany is 

by far the largest, but it is gradually dropping. On the 
other hand, the share of German direct investment abroad 
going to the U.S. is on the increase. 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


The Pause in the Recovery 


As in the U.S., there has been a pause in the economic 
recovery from the 1974-75 recession. In fact, there has 
been a certain synchronization in the direction (if not 
the magnitude) of the swing of the business cycles of 
the two countries. Both began the recovery in 1975's 
second quarter and through 1976's second quarter both 
had five quarters of positive growth to their credit. 
The following table shows the development of seasonally 
adjusted real GNP at annual rates (S.A.A.R.): 


1975 1976 


Il Iil IV II 


U.S.A. 5.6 11.4 3.3 4.5 3.8 
4 


F.R.G. i.2 ao  2ga2 6.5 2 ? 

The official (Bundesbank) third quarter GNP data for 
Germany is not yet available, however industrial produc- 
tion in the third quarter declined by 3.5 percent (S.A.A.R.). 
Given the heavy weight (about 50 percent) of industrial 
production in the GNP and the more-or-less steady 2-3 
percent pace of growth in services, it seems unlikely 

that GNP in the third quarter will have grown at all. 
Therefore, not only has GNP growth in the first half been 
Slower in the FRG than in the U.S. (see the above table), 
it has also probably led to a third quarter pause of a far 
more marked variety. 


The recent monthly development of the seasonally adjusted 
industrial production index is a bit more reassuring. After 
dropping to 110 (1970 = 100) in July, it rose to 111 in 
August and 112 in September. Furthermore, a pause of a 
couple months' duration occured at about the same point 

in the recovery phase after the previous recession, following 
which there was an extended period of sustained growth. 


German government analysts take encouragement from the new 
orders index. On the domestic side, demand hit a low point 
of 93 (1970 = 100) in the seasonally adjusted volume index 
in July, but since then there has been a rise to 108 in 
September. Foreign demand as measured by the new orders 
index has been quite strong, but there has been distortion 





in this indicator due to the recent receipt of a couple of 
extremely large orders (nuclear power plants). This factor 
Makes accurate analysis difficult, not only due to unrepre- 
sentative nature of the data, but also owing to possible 
double counting as subcontracts spilled over into the 
domestic new orders index. It is said, though, that when 
stripped of all these effects, there remains a basically 
encouraging demand trend, particularly for investment 

goods from the home market. 


Capacity utilization, which at its measured low point in 
the recession hit 76 percent in April 1975, was up to 
82.2 percent in April this year, then surprisingly declined 
to 81.6 percent in July, but recovered to 82.6 percent in 
October. However, it still lies somewhat below the long- 
term average of 87 percent and a good deal under the high 
point of 91 percent recorded in 1970. The IFO business 
climate index which is a composite based on a survey of 
businessmen's estimate of the current situation as well 
as expectations for the next six months rose more or less 
steadily for 17 months through June 1976, has been on a 
gentle decline for the last four months. 


Outlook 


Given the very sluggish third quarter, it seems improbable 
that the government's target and the economic research 
institutes' projection of 6 percent real GNP growth in 

1976 will be fully reached. The principal sources of 
growth so far have been stockbuilding and the export 
surplus. Both investments and private consumption started 
the year off smartly, but lagged markedly in the second 
quarter and apparently showed no signs of reviving in the 
third quarter. Retail sales volume in July-August declined 
nearly 3 percent (S.A.A.R.) as compared to May-June. 
Investment goods production was off 6 percent in the third 
quarter. The expectation is, however, that the fourth 
quarter will be one of good growth given the interpretation 
of new orders data and the cyclical patterns of the past 
mentioned in the previous section. But, even the strongest 
possible performance is likely to still leave the year 

as a whole somewhere below 6 percent. 


The range of real GNP growth forecast for next year is 

3-6 percent. Both intuitive and econometric forecasting 
approaches produce results at either end of this range, as 
well as in the middle. The government, before the pause 





became so apparent, was forecasting 5.5 percent growth; 
the Bundesbank is thinking of 5 percent. Four of the 
economic institutes look forward to 5.5 percent growth, 
while one sees 3-4 percent as probable. 


The 1977 growth picture envisaged by the institutes 

will be one less dependent on stockbuilding than in 1976, 
but one still heavily keyed to export growth. Investment 
in machinery equipment is also seen as a necessarily strong 
pillar; this year's forecasted real 8 percent growth is 
expected to be matched next year. Both factors are not 
without elements of uncertainty. Some of Germany's 
leading export customers are not in a healthy demand 
position. Furthermore, investment plans as revealed in 
an IFO survey of 3,800 industrial firms, suggest only a 

6 percent increase in nominal (not real) investment next 
year. Most of this increase is to be directed toward 
"rationalization" (49 percent) and replacement of worn out 
machinery (36 percent), but only 15 percent for expansion 
of capacity. 


Policy is concentrated on limiting the large budget 
deficit and furthering price stability. Some taxes are 
being raised (alcohol and tobacco) and other raises (VAT) 
are being sought by the government. Preliminary 1977 
budget figures were announced by Finance Minister Apel as 
being 5.5 percent above the budgeted 1976 level, but this 
is likely to be only about 2 percent above the actual 
expenditures. Of course, the VAT increase may not obtain 
legislative approval, and the budget may be boosted some- 
what before it is presented to the Bundestag in January. 
While the monetary growth target for 1977 has not yet 
been announced, speculation is strong that it will be 
Substantially below the 9+ percent growth of 1976 (8 per- 
cent had been targeted). 


The government, Bundesbank, business, and research institutes 
are arguing for moderation in labor's wage demands so as to 
increase business earnings and thereby stimulate investment. 
So far this year, wage increases have been in the 5.5 to 

6 percent range, while profits have averaged much higher 
gains without, however, regaining past peaks in their 

share of GNP. First demands from the labor side made in 
connection with the upcoming round of wage negotiations, 

the final results of which some see as a decisive factor 

in the economic developments next year, are in the range 

of 12 percent. 





Inflation 


In keeping with the heavy emphasis of German economic and 
monetary policy on the control of inflation, the record 
in this department has been impressive. The 4.7 percent 
average increase in consumer prices for the first ten 
months of this year compares favorably not only with the 
rest of the world, but with Germany's own record of 6.0 
percent for last year. The recent trend is still more 
striking, as is revealed in the following table: 


Percentage Increase in Consumer Prices 
May June July Aug Sept Oct 


As compared with 
same month last 
year 


Seasonally adjusted 

comparison of two- 

month period ending 

in cited month with 

previous like 

period at annual 

rate 6.5 5.8 2:6 i9 468 322 


The foregoing data show that whether seasonally adjusted 
data or year-over-year comparisons are used, the inflation 
rate is currently below 4 percent. This is a considerable 
improvement since mid-year, particularly in the seasonally 
adjusted data where the rate was halved between May and 
October. Not unrelated to this performance has been the 
sluggish behavior of economic activity over the same period. 
For example, the seasonally adjusted industrial production 
index in September was no higher than what it was in April. 
However, the dramatic reduction in the inflation of food 
prices also played a very significant role. The 10 per- 
cent seasonally adjusted (bimonthly comparison) annual 
rate of increase in the food component of the CPI recorded 
in April turned negative in the summer and by October was 
virtually stable. Industrial prices, also inflating at a 
10 percent annual rate in April, cooled down less sharply 
to a 5 percent annual increase by October. 


The economic research institutes expect an average increase 
in consumer prices (private consumption deflator) in 1977 

of around 4.5 percent. The Bundesbank feels that something 
under 4 percent should be aimed at. Much depends, however, 





on the continuation of anti-inflationary policies, food 
price stability, the magnitude of the wage increases 
negotiated, the size of the oil price hike, and whether 
the value added tax will be boosted. A destabilizing 
combination of these factors coming into play next year 
could conceivably tack on two points to the current rate. 


Unemployment 


The extremely gradual nature of the improvement on the 
labor market is best evidenced by the mere 41 thousand 
drop in the seasonally adjusted number of unemployed 

from January's 1.083 million (4.7 percent) to October's 
1.042 million (4.6 percent). The average for 1975 was 
1.074 million (4.7 percent); at the depth of the recession 
in July 1975, seasonally adjusted unemployment stood at 
1.2 million or 5.2 percent of the work force. There has, 
therefore, been underlying cyclical improvement, but this 
has slowed this year. 


The analytically less meaningful non-seasonally adjusted 
measure of unemployment reflected 944 thousand unemployed, 

or a 4.1 percent rate, in October. This was up by 45 
thousand from the previous month as the normal seasonal 
influences began to be felt. At the peak of winter in 
January or February, 1.1 to 1.2 million could be out of 

work as compared to 1.35 million at the height of last winter 
when seasonal influences were least favorable. 


The most significant improvement this year has been the 
reduction in the number of shorttime workers from 750,000 
in January to 140,000 in October. Once this pool is 
completely drawn down, more significant reductions in the 
jobless rate should be possible. 


Employment, which dropped nearly 2 percent in 1974 and 

by 3.3 percent in 1975 is forecast by the economic research 
institutes to drop a further 1 percent in 1976, but to 

rise by 0.5 percent next year (if their 5.5 percent real 
GNP growth prediction is realized). 


PART B - IMPLICATIONS FOR THE UNITED STATES 


German Imports from U.S. Jump in 1976; Lesser Growth in 
1977 Foreseen 


In the first nine months of 1976 the Federal Republic's 
imports (nominal) from the U.S. were 21.2 percent above 





the same period last year -- about in line with the FRG's 
overall import growth. It is a striking improvement over 
the recession-influenced 1.8 percent growth rate in imports 
from the U.S. registered in 1975. Projecting the data out, 
it would appear that such imports will be around DM 17 
billion or $6.8 billion in 1976. The U.S. share of the 
German import market last year, 7.7 percent, is being 
maintained so far this year. 


However startling the 1976 annual gain may be, analysis 

of the seasonally adjusted volume data points to a decided 
deceleration in the overall real import rate as the year 
progressed. At the beginning of the year, these data 
(trimesteral comparison) reflected a 28 percent annual 

rate of growth, in the spring this slowed to 16 percent, 
and by the summer it was 12 percent. The slowdown in 
stockbuilding and economic growth and consequent dampening 
of import demand undoubtedly explains this development. 


There are some predictions that next year's import volume 
will be 7 percent above this year's level. In current 
prices this would represent about'1l percent import growth. 
Providing the U.S. maintains its market share, imports 
from America should experience a like aggregate gain. 
While substantial, it would thus still be only about one- 
half the increase rate in 1976. Additional effort will 

be needed if the momentum of U.S. export growth to the 

FRG is to be maintained. 


Swinging Trade Balance 


While, as mentioned, German imports from the U.S. in the 
first nine months grew at a healthy 21.0 percent rate, 
German exports to the U.S. rose by only 14.5 percent. 

As a result, the bilateral trade balance was favorable 

to the U.S. by DM 2 billion according to German statistical 
sources. By way of comparison, in all of 1975 the balance 
in our favor was DM 1.1 billion. Both balances reverse 

the long-standing situation of Germany being at an advantage 
in the bilateral trade (by DM 3.4 billion in 1974). 


A trend that seems to have been developing over the year 
so far, however, has been a swing back toward the old 
pattern. On a quarterly basis, the bilateral trade 
balance favoring the U.S. has been slowly eroding as 
follows: first quarter, DM 1,006 million, second quarter, 
DM 659 million; and in the third quarter, DM 355 million. 
In the month of September, it swung over the line to the 





FRG's favor by DM 100 million. Whether this trend will 
continue given the approximate 5 percent appreciation of 
the DM vis-a-vis the dollar that has so far taken place 
between the third and fourth quarters remains to be seen. 


U.S. Plays Leading Role in German Direct Investment Picture 


According to the Federal Republic's Economics Ministry, 
the U.S. is the country with by far the largest direct 
investment in Germany. It accounts for DM 17.6 billion, 
or 40 percent of the total foreign direct investment in 
the country as of mid-1976. (In 1973 it was 43 percent.) 
Switzerland and the Netherlands follow, with 15 and 13 
percent shares, respectively. The Arab and middle eastern 
oil-producing countries have a 1 percent share. 


The other side of the coin -- German direct investment 
abroad -- once more has the U.S. in the lead. As of 

June 30, 1976, of the DM 44.7 billion total such investment, 
the U.S. had DM 4.9 billion, or 11 percent. France, 
Switzerland and Belgium/Luxembourg follow, each with 10 
percent shares. 


It is interesting to note that total foreign investment 
growth in Germany has been declining in recent years. 

While in 1973 there was an increase of DM 6.1 billion 

in such investment, in 1974 it rose by the lesser amount 

of DM 4.4 billion, and in 1975 it dropped to DM 2.5 

billion. However, in 1976's first half, it was DM 1.9 
billion, so that this declining growth trend may be reversing. 
Of this latter amount, the share coming from the U.S. was 22 
percent, or about half what its cumulative share represents, 
Signalling the relative slowdown of U.S. direct investor 
interest in the German market. 


German direct investment abroad has been more or less 
Stable at DM 5 billion per year for the last three years, 
a pace maintained in 1976's first half. The share going 
to the U.S. in the first half, though, was 24 percent. 
This represents a decided pick-up in German investor 
interest in the U.S. since it is more than double the 
cumulative share the U.S. has of such investment. 


Even though these statistics show that the U.S. has 3 1/2 
times as much direct investment in the Federal Republic 
as vice versa, they also show that the current trend is 
in the reverse direction. In the first half of this year 
Germany made direct investments worth DM 656 million in 





the U.S. as compared to DM 459 million made by U.S. direct 
investors in Germany. The explanations for this trend 
change are not simple, but the effects of the exchange 
rate changes probably carry a heavy weight. 


Best Sales Prospects 


Computers and peripheral equipment have the highest poten- 
tial for incremental U.S. export sales to Germany over the 
next three years, according to recent Embassy reséarch. 
Best sales prospects for U.S. products exist for all types 
of “intelligent" terminals and certain types of high-' 
performance peripherals, such as fast printers, OCR equip- 
ment, and computerized microfilm stations (COM/CIM). Any 
type of newly developed EDP peripheral equipment can be 
expected to find a good market in Germany -- provided that 
it is really an improvement over what is presently available. 
Related product categories for combined promotion could be 
communications equipment for data teleprocessing and 
telecopying. 


U.S. electronics industry production and test equipment 
ranked second on the best prospect listing developed by 
the Embassy. Although European industry has been working 
hard to bridge the technological gap, U.S. industry 
continues to have a clear lead. Products specifically 
identified within this area were IC and PC production 
equipment as well as production equipment and instruments 
for microelectronics. Automated copying, soldering, and 
welding equipment were also cited. 


A large potential for incremental U.S. export sales to 
Germany exists also in the consumer goods area. German 
foreign trade statistics for the first nine months of 

this year reveal remarkable growth rates for a variety 

of U.S. consumer goods imported into Germany. More than 

a half of all trade opportunities produced by the Consulates 
in Germany in recent months are for consumer goods. The 
U.S. participation at the German trade fair for sporting 
goods in September in Cologne was quite successful and 
promises increased U.S. sales of sporting goods to Germany. 


i ipti hington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
Available by subscription from the Superintendent of Documents, GPO, Was' J 
Taaeshet tiniss copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a weaith of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce’s Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 





